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Citizens Utilities Company, on behalf of itself and its telecommunications subsidiaries

(hereinafter referred to, collectively, as the "Citizens Companies"), by its attorney, hereby submits

its reply comments on the Federal-State Joint Board's Universal Service Recommended Decision,

released November 8, 1996 (the ''Joint Board Recommendations''), and shows as follows:

I. Introduction

The Citizens Companies will limit their reply comments to a singular matter -- the Joint

Board's suggestion that existing special rates negotiated between carriers and schoolsllibraries or

secured through state action can function as base rates of the application of Section 254(h)

discounts. 1 The Citizens Companies have suggested that this otherwise sound suggestion does

not contemplate the situation in which an incumbent local exchange carrier agreed to a level of

below-cost rates for a defined subset of schools and libraries, such as all elementary schools in a

service area, as part of a negotiated resolution of a state earnings' investigation. 2 In this case, the

rates were not related to the carrier's cost of service. Instead, the rates are a function of a

I Joint Board Recommendations at ~ 571.

2 Citizens Comments at Section III(D).
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bargained arrangement to settle an overearnings issue in an investigation or rate case. In this

case, it would not be fair or appropriate to use those rates as the pre-discount price for all schools

and libraries in the carrier's service area at issue.

In these reply comments, the Citizens Companies will take the opportunity to further

explain and develop their point on this issue.

II. Existiui Special Rates for Schools and Libraries

The factual circumstance of concern to the Citizens Companies arises out of a state

incentive regulation plan it entered at the end ofDecember 1996, for calendar years 1997 through

1999. In the course of negotiations, the particular commission's staff and consumer advocate

contended that the Citizens LEC overearned during its previous incentive regulation plan. The

parties settled the issue by agreeing to a level of rates for high speed data and related services for

elementary and secondary schools in the Citizens LEC's territory. This agreed upon level of

rates had nothing to do with the Citizens LEC's underlying costs. Instead, the driver in the

bargain was in settlement of the overearnings' allegation. In addition, the bargain did not extend

to service to libraries in the same territory.

In a case such as that just described, extension of the bargained rate to libraries would

work an extreme hardship upon the Citizens LEC. The rate was neither the result of commercial

negotiation, nor state mandate. Instead, it is the result of bargaining over a singular issue -- an

off set of overearnings pursuant to an earlier plan. The actual cost of providing that service was

not a consideration in the bargaining process. Extending those below cost rates to an additional

class, such as libraries, as the "base line" for pricing and discounting would undermine the
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express terms of the regulatory bargain. In addition, such an extension of the bargain would, of

necessity, require implicit subsidization by other services.

The Joint Board correctly recommended that the pre-discount pnces from which

school/library discounts are taken be " ... defined as the lowest corresponding price charged to

similarly situated non-residential customers for similar services ...[emphasis added]"3 In the

context of the Citizens LEC situation at issue, it is clear that libraries are not similarly situated

with the schools that are the subject of the incentive rate plan rates. Libraries, while certainly

eligible for discounted services, are not a class included in the incentive regulation plan rates and

are not similarly situated with schools under the incentive regulation plan rates. The school

specific rates should not be deemed the lowest corresponding rate for library service

discounting.

The Citizens Companies believe their concern on this issue, while limited in scope to

unique regulatory circumstances is significant. The final rules issued in this proceeding should

recognize that the existence of these particular circumstances justify an exception to the

3 Joint Board Recommendations at ~ 546.
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general rule that existing special rates for schools and libraries are the appropriate rates from

which Section 254(h) discounts should be taken.

Respectfully submitted,

CITIZENS UTILITIES COMPANY

Richard M. Tettelbaum, Associate General Counsel
Suite 500, 1400 16th Street, N.W.
Washington, D.C. 20036

(202) 332-5922

January 10, 1997
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